§1.1082-2

§1.1082-3, it is intended that the basis
for determining gain or loss pertaining
to the property prior to its transfer, as
well as the basis for determining the
amount of depreciation or depletion de-
ductible and the amount of earnings or
profits available for distribution, shall
continue notwithstanding the non-
taxable conversion of the asset in form
or its change in ownership. The con-
tinuance of the basis may be reflected
in a shift thereof from one asset to an-
other in the hands of the same owner,
or in its transfer with the property
from one owner into the hands of an-
other. See also §1.1081-2.

§1.1082-2 Basis of property acquired
upon exchanges under section 1081
(a) or (e).

(a) In the case of an exchange of
stock or securities for stock or securi-
ties as described in section 1081 (a), if
no part of the gain or loss upon such
exchange was recognized under section
1081, the basis of the property acquired
is the same as the basis of the property
transferred by the taxpayer with prop-
er adjustments to the date of the ex-
change.

(b) If, in an exchange of stock or se-
curities as described in section 1081 (a),
gain to the taxpayer was recognized
under section 1081 (e) on account of the
receipt of money, the basis of the prop-
erty acquired is the basis of the prop-
erty transferred (adjusted to the date
of the exchange), decreased by the
amount of money received and in-
creased by the amount of gain recog-
nized upon the exchange. If, upon such
exchange, there were received by the
taxpayer money and other nonexempt
property (not permitted to be received
without the recognition of gain), and
gain from the transaction was recog-
nized under section 1081 (e), the basis
(adjusted to the date of the exchange)
of the property transferred by the tax-
payer, decreased by the amount of
money received and increased by the
amount of gain recognized, must be ap-
portioned to and is the basis of the
properties (other than money) received
on the exchange. For the purpose of the
allocation of such basis to the prop-
erties received, there must be assigned
to the nonexempt property (other than
money) an amount equivalent to its
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fair market value at the date of the ex-
change.

(c) Section 1081(e) provides that no
loss may be recognized on an exchange
of stock or securities for stock or secu-
rities as described in section 1081(a), al-
though the taxpayer receives money or
other nonexempt property from the
transaction. However, the basis of the
property (other than money) received
by the taxpayer is the basis (adjusted
to the date of the exchange) of the
property transferred, decreased by the
amount of money received. This basis
must be apportioned to the properties
received, and for this purpose there
must be allocated to the nonexempt
property (other than money) an
amount of such basis equivalent to the
fair market value of such nonexempt
property at the date of the exchange.

(d) Section 1082 (a) does not apply in
ascertaining the basis of property ac-
quired by a corporation by the issuance
of its stock or securities as the consid-
eration in whole or in part for the
transfer of the property to it. For the
rule in such cases, see section 1082 (b).

(e) For purposes of this section, any
reference to section 1081 shall be
deemed to include a reference to cor-
responding provisions of prior internal
revenue laws.

§1.1082-3 Reduction of basis of prop-
erty by reason of gain not recog-
nized under section 1081(b).

(a) Introductory. In addition to the
adjustments provided in section 1016
and other applicable provisions of
chapter 1 of the Code, and the regula-
tions relating thereto, which are re-
quired to be made with respect to the
cost or other basis of property, section
1082(a)(2) provides that a further ad-
justment shall be made in any case in
which there shall have been a non-
recognition of gain under section
1081(b). Such further adjustment shall
be made with respect to the basis of
the property in the hands of the trans-
feror immediately after the transfer
and of the property acquired within 24
months after such transfer by an ex-
penditure or investment to which sec-
tion 1081(b) relates, and on account of
which expenditure or investment gain
is not recognized. If the property is in

196



